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Mr. William Caton
Secretary
Federal Communications Commission
Room 222 ))/ 'k'
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1919 M Street. N.W.
Washington. D.C. 20554

Re: CC Docket No. 96-98

Dear Mr. Caton:

1996

On June 7.1996. Tom Morrow and Janis Stahlhut of Time Warner
Communications and the undersigned met with Lauren "Pete" Belvin. The
discussion reflected comments filed by Time Warner in the above-referenced
proceeding and included reference to the attached documents.

Sincerely yours.

Carol A. Melton

enc.

cc: Lauren "Pete"' Belvin
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TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

The Section 252 Pricing Standards differentiate among the facilities/services required
by the various classes ofcompetitor (See Chart)

• Interconnection & Network Elements - Section 252 (d)( 1)
- Based on Cost: Economic Standard (TSLRIC)
- Reasonable Profit: Policy Standard

- Policy considerations should not economically deter facilities-based
investment

• Transport and Termination - Section 252 (d)(2)
- Based on Additional Costs: Economic Standard (LRIC)
- Call Termination represents a permanent "last bottleneck"
- While the-NPRM suggests that the pricing standard for transport &

termination could be the same as for interconnection & network elements. the
statutory language and economics of the competitive business suggest that
there is a legitimate differentiation.

• Resale - Section 252 (d)(3)
- Retail rates less avoidable costs
- Avoidable cost standard must consider lli1 avoided costs. Wholesale prices

must reflect costs of wholesale functions (billing, collections, customer
services, etc.)

- Artificially-contrived discounts that fund artificially-low rates change the
economics of building competitive facilities
- IXCs have attempted to exclude legitimate wholesale costs to justify steep

discounts
- IXCs' strategy has more to do with long distance competition than local

competition. Looking for steep discounts to fund a "pre-emptive strike"
against RBOCs in form oflocal service price war. (See Wall St. Journal,
5/30/96)

- Relationship of the "cost of interconnection" to the "cost of resale" could
potentially deter facilities-based investment decisions.
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The Commission has authority to adopt "bill and keep" under the 1996 Act

• Commission has-broad authority under Section 251 (d)( 1) to establish regulations
implementing Section 251 obligations, including reciprocal compensation
obligations in Section 251 (b)(5), and consistent with pricing standards set forth in
Section 252 (d)(2).

• Bill and keep satisfies requirement for "mutual and reciprocal recovery" of costs
by each carrier

• Bill and keep is I1Q1 a system offree interconnection. It provides each carrier with
a tangible economic benefit whereby carriers receive an "in-kind" payment rather
than a cash payment

Adopting a bill and keep approach will help achieve Congress' goal ofrapidly
establishing competition in the local exchange marketplace

• Eliminates one of most contentious and time-consuming issues in negotiation.
Texas requirement for nine-month interim bill and keep may make the difference .
in TW Comm meeting its planned service rollout.

• Economically efficient where traffic is relatively in balance and long-run
incremental costs are de minimus.
- There is reason to expect that competitors will not attract a normal sample of

the population segment, resulting in relatively balanced traffic.
Compensation rates provide economic incentive to skew traffic balance.

- Avoids Transaction costs which impose a relatively greater burden on new
facilities-based entrants. (Such costs are not imposed on resellers.)

- Transaction costs could exceed benetits of compensation rate

Regulations implementing pricing standards of 1996 Act should reflect a baseline view
or "preferred outcome" and not preclude negotiated arrangements.

Time Warner Communications June 7, 1996



TELECOMMUNICATION ACT OF 1996
SECTION 252 PRICING STANDARDS

STATUTE STATUTORY PRICING
REFERENCE FACILITIES REQUIREMENT STANDA'RD

SECTION 252(d)(1) INTERCONNECTION 1.) BASED ON COST TSLRIC
and and

NETWORK ELEMENTS 2.) REASONABLE PROFIT POLICY

------------f-------------------------

SECTION 252(d)(2) TRANSPORT & MUTUAL & RECIPROCAL LRIC
TERMINATION RECOVERY OF COSTS BASED ON
(Call Completion) ADDITIONAL COSTS OF CALL

TERMINATION

SECTION 252(d)(3) FULL SERVICES RETAIL RATES LESS AVOIDABLE WHOLESALE
COSTS

\
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revlsinr III ralrs In illinois. Under this
new plan. a Ove-mlnulr caJI between CbJ·
ca.(\) and subtutIu Glenview would aISl up
to 21.. less \ban 'Amer1tedl's bUlc: Ioc&I
toll rates. A.TAr says.

With lhelr lllOlIlllJO&y Olflll'Ol 01 mosI
local cus'-S and phone lines. the Belb
and GTEQIrp. aIIIld (nRId deep WOIInds In
AUT'I ............. fruc:blse. AUT.
aller splnnIn( 0« 111 NCR computer bull
nesI and Lucent equipment IInlt toS~
holden. wII be left "illl a core 1onc-dJs·
tanee buII_ tbat~ some S50
bUJIoa In umaal revenue.

Meanwtdle. Ar"T _Idlers I&Y the
"Mlll",n)' hu bad a htll:" IIlC'n'IUW' In
CWitomer lMl'1IUfer - llle w-atlk:d dwrn
rate. One penoa wtIo has seen the nUIR'
ben says ATlcT's cbum In the past nve
months "Is up H to 40'10 over the ODCI\
""ny·.III.'1 all·tlllM' hlp" In mld·l994.

Mr. HlAa:lllu llHr-. "1"cI",,11')' .1"'0' '"
up, thel'1!lQr'e ours Is up•... Thel'1! an ,..
companies In the U.s. selJln( Ion(-dlstanee
services now."

Cbltinued From f'o{Je HI
upcnalVr martelinc. lnc'"dinl: such rom·
mon enUmnents u SIOO eheds. AT&T
and III rlftIs In 1onl:"~Is\&llce culTtllUy
spend more titan SID billion annually 10 sell
srrvke.

AII......'It'rl1 I~IS I......M'..• ATlrT's nnll
major turrt because••mone- the Hells. II
Is one 01 the lartheSt alonr In meelinc the
eh«kJist lIIa1 would allow it lD Invade
ATlrT's lurf. AT&T's ollrr 01 free servlce
nllL~ Alit:. I'" Or" 11 and mvef5 coJllIs lholt
trolvel II""" Ihan I~ 11I1.... III 111111,,1> bill
remain III the IocaJ loll callinc &n!a. Thr,
Chlcap-based Bell seemed lD "el_
AT"T'loII« - In part because the local
compeUt1olI CIIUId help Ameritedl eet Into
the Ionr-dlstance marllrt even sooner.
"Free _ ute pretty arrresslft c:ompe-
Ulloa ID me:' Ays an Amerlledl spokes'
man. DOtIDc tbat Ameritrch offrrs toll-aJJ·
Inr dlsalUDts bUt no lrer Strvlce.

tn addilian 10 lhe lree oller. AT&T Is

mullet. and rrgular local Strolce. a SIIJO
billion business.

But netther wlII be rasy pickings: Thr
HftII Baby IIrtIs musl meet a "chrc:kllst~

of requirements 10 ensure thry hiVe'
openrd their IocaJ monopol)' 10 comprtitlon
belorr belnr allowrd Into Ionr·dlstam:r.
wblch could \&Ite 50lRe 01 them two years or
more; In local Strolce. new rl.als musl
renllocal lInrs from the HrIIS and olher
monopolln or. In a cosily and less likely
Slralm, build local nelworks of lheir
own.

~w AT"T. the 'rftbIe oflrr In Amerl·
lreb counlry and lhe plannrd acllon In
Connretlnll most likely rrllect a ...,..,I.e
lu protrcl Its Ionl-dl.tance bur 01 90
mllfton customen by kreplnr Its new
rivals billy proietti", their IIwn IlIrf.
In 1onc1l1slaJJce. ATltT currenll" has an
rdee with mnsumen and rourbl" a 6M.
shllrc.

tn rrcrnt yean. the priers of Ionr"'ls'
tlllN! lI/!rokl! lrom IIll' hlr thll'l' (10.
,kk'l'\l - AT&T, M1.1 e--nkalluls
Olfp. and Spr1IIl COrp. - have usually dll·
lerrd by aboll! • prnny or lwo a mlnule.
That Is bound to cllanrr onrr nrwlonll:-dls·
tnnu. enlrants slIch IS l~ Itells fOllle III.
ATIrT IIJllI.'IIR ltI hRYe ."lIdINtlcd IIIl1I
challenre - by culllnr prices 011 lbe hoi
lront mlllrr than mmlnJ( lip willi yrl
....~ ...·r 11111(.....11I' 1,11111 III klllK~lIsh,"(c.

lloldlnr on 10 cuslumrn Is emdlll
., IIll' '/'ImHII rlvlllry hI'.nls "'1 111..1
AT'T .ntl III1Ie1' carrlen IIl11ft It'WIIn!
ollrrlnr a bundle of local, Ionr-dlstance.
wlrelrss and .Ideo services. Such paekllJ(rs
could help AT"T ",lIl1n C1lSllHllCn 10111111111

Plm:<I' 71rmlo Prlf/r'1I/5. (W,",," •

a ORe mle flf Oft Cl!n1I per mlllllle CIII a"
catll - Jonc-dlstance. local or 1oI11el'Ylce.
That wo1l1d amounl 10 leIS thlln hili' the
currelll dlscuuollL'CI rales.

The tatell moon Indicate that lbr
Onl hi.: balltt.emtlnd In lhe new era aI
pItune t:llllllltl1l1on. brottIhl Ibout by ....
lrlrc:ommunlcallona dereplallon law
pallrd rarller thll yeu. will be In 1oca1·1oI1
calls. Ultlmalel)'. the rItllnt lrrntn 10
cap/ure will he 1OII«1I1slance, a S18 billion
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IIwprlalllll IItr.m1l lillie Ill!! luate Ill!l'Yft
pnlYlder, s-tllen JIleW IIlIIIM~
_lIkal.... ClIrp.. has hIld In selllnr
1unt:-dIIIJ",a: IefYke 10 slltlr m1klcmlll.
SNBT alread" has rrabbed t&'llo of the
1onr~1alure IllAltd In tlte ltale lram
ATI:T ud utIten - nIIInr .... allnnlnl
proIIIed lor ATU o(llllinea similar share
In other Itatn as the Bab)' IIrtls brIllI
1onI-d1s1A1lC1! business. So ATleT Is wrtch
tnr whelhc!r to allerOlItnecllall ctlSlomrn

By JoIaf J. bJa
I'I.n~.,br8-.........IIIITI-......

1be war oyer Ioc:aI ltIepIIone semce
has bepn.

ATATCOrp.• 1IkI1lI1Ile oItenslft 10 foil
IocaJ pbone c:ompanla almlne 10 capture
Its Jonrlllstance buslness. Is pnparinr
prHllIpllft dlsalunt prldnr for Ioa1
phonf service In nUlllmJUS U.s. rnal'
krlS.

TIlr Onl of lhrse pr1clnr _ came
,nlrnla)' In lbr illinois mmrt mnlnllled
by A.-rUrdi COrp.. a Baby 1leII. ATAT
said II wuulel ofler new customen tine
monthl of 'rer. unllmllrd "1Deal·1oll" call
InJ: In lllr IlIInnls~. These loll calls 119
lJc:)'VIId a lual n...nrl wJJIIouJ c:nJAJnr
1onC-dlsta~ boundu1es. ATI:T aIIo aald
IhIltlt _lid nlrnd deep dlsalunll 01\ 111
lucal rales lherellier allCl lhal customen
could apply their IocaHoII calli 10 their
CIIrrrnl AT"T discount plaM. "'II", IIlem
eYrn tarter dIscounts on 1onc1llstance
JIl:rYlce.

AT'T .Imid, utrCl1l d.., lull alII In
Caillumta and New York. but IIle .....
unvrllrd )'Ulrrda)' Is onr of thr Ont 10
oller Irrr call1nl( to lure IIrWalIIlen - and
it 1""""1:"" IlIrlher ullrnalYr rnanruYen.
"hi OJIl1llClIllvc lI..nclll fUll can OIiIf lie
agraslve. rhlnr the customen value. or
ynu will lou." 'Ia}'l .IoHpb Haa:hlo.
ATicT', Ilfc,ldclIl 01 l"'lSlIIlIer IICfYk-es.
Notlnr lllr new compellilon lor ATI:T',
klflr-dlslnnee ctllltnmen. Mr. HaOChIo
¥tJW1 lhal "we will be Ute martel !elder
when lhe dust setlln - and will be u
aarrssl.e as IlKrlSary 10 cettherr."

In OmnecllclIl. ATIoT II mnlemplaUnr
II"W price CII(.' AS n way 10 thwart the


